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Mexican and US stock and bond markets reacted nervously to news reports regarding the North
American Free Trade Agreement (NAFTA) during the days leading up to the final vote on the
treaty in the US House of Representatives on Wednesday, Nov. 17. Price swings on the Mexican
Stock Exchange (Bolsa Mexicana de Valores, BMV) and the New York Stock Exchange (NYSE) the
week before the vote were dictated by reports suggesting either that chances for passage of NAFTA
were not good or that the possibility for ratification of the treaty had improved. For example, the
BMV's Price and Quotes Index (Indice de Precios y Cotizaciones, IPC) declined by a net 52 points
during the week of Nov. 1-5, based on news that President Bill Clinton was having a difficult time
securing the necessary votes in the House to ratify NAFTA. This mood continued on Nov. 8, when
the IPC declined another 40 points. In contrast, the BMV gained 52 points on Nov. 10, the day
after Vice President Al Gore and former presidential candidate Ross Perot debated the merits of
the treaty in a nationally televised broadcast. According to market analysts, investors felt Gore's
performance was strong enough to encourage undecided members of Congress to at least consider
supporting NAFTA. The NYSE also reacted favorably to the Gore-Perot debate during the Nov.
10 trading session, when the Dow Jones Industrial Average rose by 23.48 points. However, this
optimism faded by the Nov. 15 trading session, when traders opted to remain on the sidelines. As
of the 15th, Clinton had not yet secured enough commitments in the House of Representatives to
ensure passage of NAFTA. However, on the following day, amidst reports that Clinton had won
over enough votes to guarantee ratification, the Dow Jones Industrial Average climbed to a record
close of 3,710.77. According to analyst James Sulloway, from the Argus Research Corp., buyers were
looking at the potential approval of NAFTA with the idea that this could lead to a breakthrough in
the stalled talks on the General Agreement on Tariffs and Trade (GATT). "Larger companies tend
to be more exposed to international trends and so there may be a few forward-looking individuals
who are buying larger companies, not just anticipating improved trade with Mexico, but also in
anticipation of an economic recovery in Europe," said Sulloway. Concern over the fate of NAFTA
at the NYSE was especially reflected in the stock of the Mexican telephone monopoly Telefonos de
Mexico (TELMEX). For example, during the Nov. 15 trading session, TELMEX lost all of the gains
attained in the aftermath of the Gore-Perot debate. In trading on the 16th, TELMEX was one of
the most heavily traded issues at the NYSE. Mexican financial analysts suggested the uncertainty
over NAFTA was already evident in late October in Mexico's market for Treasury Certificates
(CETES), which at that time declined for the first time in eight months. According to analysts for
Grupo Financiero Bancomer, the decline was caused by a drop in demand reflecting the withdrawal
of foreign investors from the market. The uncertain fate of NAFTA also created some ripples in
the foreign exchange market, where currency traders actively sold their supply of nuevo pesos in
anticipation of a possible NAFTA defeat. The increase in the supply of nuevo pesos on the market
threatened to result in a reduction in the value of the Mexican currency. According to traders and
economists, Banco de Mexico only managed to keep the value of the nuevo peso afloat by spending
an estimated US$4 billion of its US$23 billion in international reserves to buy up the Mexican
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currency. However, the bank was unwilling to continue releasing reserve funds to defend the nuevo
peso, and, on Nov. 8, the central bank opted to allow the value of the Mexican currency to drop
by 4% relative to the dollar. Roberto Hernandez, an official with the Mexican Banking Association
(Asociacion Mexicana de Bancos, AMB), told Agence France-Presse that brokers were especially
concerned over the possibility of widespread market speculation from investors seeking to make
a profit during the uncertain period, especially in the foreign exchange market. A major concern
among investors was that a defeat of NAFTA would force the Mexican government to devalue the
nuevo peso. But many analysts said they were confident the administration of President Carlos
Salinas de Gortari would take whatever steps necessary to avoid a devaluation. "The best thing
the government could do in this case is to give foreigners a sign that they're staying the course, but
it'll be politically challenging for them to do that," said Brian Barish of the investment company
Lazard Freres and Co. According to the analysts, to avoid a devaluation, the Salinas administration
was prepared to take such steps as adjusting the rate at which the currency is allowed to fluctuate,
raising interest rates further, and introducing new investment programs to reassure nervous
investors. "We think there's a host of policy options the government has, including borrowing on
a short-term basis from the International Monetary Fund," said economist Carl Ross of Bankers
Trust. Although about one-third of the estimated US$57 billion in foreign investment in Mexico is
considered "hot," meaning it could be repatriated swiftly, economists say investors now have more
faith in Mexico than during the 1980s when the country touched off the Latin American debt crisis
and experienced several devaluations of its currency. Nevertheless, analysts suggested a defeat
of NAFTA would have only a temporary impact in direct terms on the Mexican and US financial
markets. "The pressures to open up trade with Mexico are so large that if NAFTA fails there will
be another version in a month or two," said Merrill Lynch investment analyst Charles Clough a
week before the vote. Still, defeat of NAFTA could have indirect effects on financial markets in the
US. According to Al Goodman from A.G. Edwards, recent gains on markets in the US have in part
been based on Clinton's ability to keep interest rates down. Therefore, he said a NAFTA defeat
could reflect poorly on Clinton's leadership, which could drive the market down over the long run.
"The ramifications are much more serious than just the treaty itself, said Alan Gottlieb," president
of the investment management firm of Reynders, Gray & Gottlieb in New York. "It's largely
staking a president's [Clinton] reputation on the outcome. He's put a lot of chips on the table." All
along, brokers and trade houses have considered the various options in handling US and Mexican
investments for their clients, depending on the fortunes of NAFTA. Sergio Sanchez Garcia, a broker
with the Mexican financial services company Inverlat, anticipated the possibility of a NAFTA defeat,
advising investors to acquire stock in export-oriented companies which earn revenues in dollars
and would benefit from a reduction in the value of the nuevo peso. Among the export-oriented
companies Sanchez was recommending were Vitro (glass), Industrias Penoles (silver) and Grupo
Industrial Minera Mexico (copper), Grupo Dina (heavy vehicles) and Grupo Desc (vehicle parts). On
the other hand, some brokers were promoting investment strategies on the assumption that NAFTA
will pass. For example, Pablo Mancera of Banco Santander was recommending companies which
have access to modern technology and cheap credit and are attractive to foreign partners. These
companies included the baked goods company Grupo Industrial Bimbo (which is already allied
with US-based Sara Lee), and Grupo Carso, which has interests in the communications, tobacco
and retailing industries. Mancera also proposed investment in consumer-oriented companies such
as Sears Roebuck de Mexico, Grupo Cifra (which has a partnership with Wal-Mart), and Grupo
Industrial Maseca, which produces corn meal for tortillas. (Sources: El Financiero International,
11/08/93; Spanish news service EFE, Reuter, 11/09/93; Wall Street Journal, 10/13/93, 11/10/93; La
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Jornada, 11/09/93, 11/10/93, 11/12/93, 11/13/93; Agence France-Presse, 11/10/93, 11/12/93; USA Today,
11/11/93; Notimex, 11/12/93; Reuter, 11/14/93; Associated Press, 11/16/93; New York Times, 11/10/93,
11/17/93)
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